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Ot' TIIK 


FINANCIAL RELATIONS COMMITTEE 


Chapter I.—Preliminary. 

As a piolimiinu'y to constitutional retorins, tlie authors ol tlie Moutaf>'u-ChelmLsior(:l report 
urg’t'd the iiuportaiice of a oomjileto sepai'alion between the fiiianctw of the (s'liiral g'i.iverMn]eiit in 
India and Ihose of the various provincial governinents. To this end they outlined the scheme 
described in t'hapter Vill. of tlicir rej)Ort. It abrogates the presciit system by which certain 
of tlie main heads of revenue and expenditure are divided between tlie central and the 
provincial excliequers: some -of these it iiands over wholly to tlie central government, others 
wholly to the jirovinces. Inasmuch, however, a.s by this re-arrangement the (lovernnient of 
India will lose lieavily, the sclieme piropose.s to compensate tliem, to such extent as may 
he necessary to prevent a deficit in their own budget, by eontributions from the provinces; 
and the jiower to levy such contributions is taken in section 1 (2) of the Goveinraent of 
India Act, 1919. 

2. In a.ssessing this levy the authors of the report met with a serious obstacle in the 
dis]iarity which already exists between local governments in the pitch of their revenues and 
the scale of their expenditure, a disparity deep-rooted in the economic position of the ditl'erent 
provinces, th.mr revenue Iristovy ami the tale of their oft-revised financial arrangements nitli 
the central government. I’or this ineqnalitv of hurdens the antliors of the report found 
no remedy in tlie several nlti-rnative motlinds of fixing the ]irovincial contrihutions which 
ihev examined. Their ultimate (dioice tell upon an asse.ssment in the ratio of the g;ross 
surplus wliieh they estimated that each province would enjoy under tlie new allocation of 
resoni'ces. In re(!ognition of the admitted fact that this method would largely affirm existing 
inequalities, tliev advised that the whole question sliouhl he re-iiivestigated by the statutor,'.- 
commission after ton years’ working*. 

•'1. I'lie Government of India, in expressing their vimvs on the scheme, jiressed ior an 
earliei* treatment of'the matter; vide paragrajdi ti! of their despatch of the hth March, 1919.* 
Tiny* described the feeling wliidi had been ai’oused against tlie pi'iind facie injustice of the 
exemplar fig’u.res given in the reijort. ‘They urged timi any s>idi settlement Aonld he “ recog*- 
nised as temporary and provisional, and lhal st 'ps he taken as soon as possilde to fix a sta* d.ard 

and equitable scale of contrihutions.towards whicJi tlie ])ro\'inces will he required 

to work hj' stages, as a condition oGtiie new arrangements.” They projvosed the appointment 
of a Committee on Financial Ilelations to advise on the subject.'^’his recommendation was 
acciqited and endiu'seil by the .loini Select G()nn7ii(,tee of Parliament wliich sat on the Peforms 
Pill. We were accordingly appointed lyv flie Secretary of State, and given thi» following 
terms of reference: — 

To advise on— 

(a) the contrihntion.s to he paid by* the various provinces to the central governmmit 
for the financial year 1921-22; 

(h) the modifications to he made in the pi-oviiicial contrihxitions thereafter with a 
view to their equitable distribution until there ceases to he an all-India deficit; 

(c) the future financing of tlie i>rovinciaI loan accounts; and 

(d) whetlier the Government of Bombay should retain any share of the revenue deriwul 

fj'om income-tax. 

Clause (d) of these instructions was a later addition made at the instance of the Government 
•)f Bombay, and was not communicated to us until we liad completed our consultations with 
scieral of the hu'ger iirovinces. 

4. We formally opened oiu- empiiry at Dellii on the 5t.h F’ebruary, 1920. We then visited 
in turn Allahabad, Patna, Calcutta, Eangxmn, Madras, Bombay and Laliore. Pressure oh 
time compelled us to ask that Ihe consideration of the cases of Assam and the Central I’rovinces 
should be nndei’taken. at Calcntia and Ihnnhay resi)ecti vely; and we are indebted to the two 
fdiicf Commissioners for Ttieeiing us in this request at some inconvenience to tliemsctw's. Our 
[irocednre Was to discuss (he stihjycts of o\ir eminirv in eacli juovijice with the Iflemher of the 
Executive Council wlio holds the financial jioT'tfolio, or, in pro\inc,es whore tliere is no Council, 
wilh ihe Secretary in charge of llic Financial llepartmcnt, and with such other otficials 
tlios(> gentlemen introduced. Sii- Nicholas Bcatson-Bell, tlie Chief Connnissioner o! .Assam, 
|n'<>sent('d fh<> case of liis province in ])ersoii. After taking tlio official e'.ideiicc we met those 
memlx'rs of the finance committee of the provin7-ial legislature who were ready to favour as 
wldi llii'ir views. We fiiiallv rc,ceiv*ed such memhevs of the gcnej-al public oi' re[n'cscn(ati\’cs 
of public bodies, ns oflVved themselves for exa.minntion. In jnost cases we had informal consulta¬ 
tions with the ITinid of the l^rovince; and the local government of Bombay ns a whole accorded 
ns two interviews. 

» .Sec Crnd. VI?,. 
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Chapter II.—The Government of India’s Deficit. 

5. In order to effect tlie desired separation of central from provincial finance, tbe 
Monta^ii-Clielnisford re]iort* (paras'rapli 20d) proposes that the central excluHinev should receive 
the whole of the Income-tax and the revenue from General Stamps; and that the provinces 
should retain the entire receipts from Land revenue, irrig-ation, Excise and Judical Stam])s, 
while they should he wholly responsible for the corresponding charges and for all ex])enditure 
in connection with famine, JA^e read the Joint Select Committee of Parliament as approving 
this redistribution, and wo considered that it would be outside our duty to advise any alteration 
of the scheme in this respect unless we found the strongest reason for a change. ’I'he arguments 
addressed to us on this branch of the subject have related mainly to Income-tax and General 
Stamps. Certain local governments have remonstrated against losing a share in those two 
heads, and the plea for making the whole, or at least one-half, of the inf‘,ome-tax receipts a 
provincial asset was pressed with special earnestness in Pomhay. Under our instructions we 
have to report on the point for that iwesidency; but we have found it difficult to treat the 
issue as ajjplicahle to one province only. 'I'he gTOUiids of the Pomhay claim are common to 
all provinces, and more especially to those in which large commercial and industrial activities 
are centred. 


f). 'I'he basic objection to the transfer of Income-tax is that the provinces will thus be 
dej>rived of any share in a head of revenue wliicli has recently shown a remarkable capacity 
for expansion, while they are hdt to finance their rapidly g-iowing administrative needs with 
lieads of revenue in which the increase is .slow or jrrohleniatical. Ilow far the lemarkahle 
growth of the income-tax receipts in late years has been stimulated by war conditions, we 
have not attempted to estimate; hut wo are as.sured that large im])rovements are being made 
in the assessment staff and in their metl)ods, and that a rajo'd and continnoiis growth in the 
return may he counted upon. Several local gov'ernments urge that the yield from Income-tax 
is the only direct coutrihution to their public reva-nne whicli is made by I ho industrial wealth of 
their provinces; and governments, which administer great mercantile and manufacturing 
contres like Calcutta and Pombay, claim special consideration for the heavy expenditure in 
which those centres involve them. To these arguments the Bombay government added their 
aj)].H'ehensioii ihat a time may come whett a loc.al governm'ent may not he anxious to direct, or 
its nfficevs zealous tO' enforc'o, the (‘ollection of a tax which brings no grist to th® i)rovincial 
mill. 'Ihis last contentioTi was put forcibly; but we presnine that the. Governmeut of India 
will not bo powerless to require the fnlHlmont by a provincial government of its obligations 
und('i' the 7 ) 6 w constitution, and that public servants will not be remiss in carrying out public 
duties with which they can he charged by taw. 

7. 'Wo doubt if it will be possible permuiiently to exclude local governments from some 
form«<)f direct taxation upon the iiidnslrial and commercial earnings of their people; and we 
recognise the natural anxiety of provinces to retain a sliare in a rnjiidly improving head of 
revenue. Put, so far as the income-tax is'concerned, we ses.no i-easoii to vaiy the scheme of the 
reiiori. ' AVe accept as vaiitl the argumejits given by its authors (paragraph 208); itideed, th.ft 
second' of these arguments seems to us capable of further extension in the case of puhlu! com¬ 
panies with .shareholders scattered over India and elsewhere. We advise, therefore, that the 
whol (7 of tlie income-tax proceeds be credited to the central government. I heir needs in the 
near future are likely to he quite as great, and to develop quite as raipidly, as those of the pro¬ 
vinces; while we do uot apprehend that the richer provinces, such as Pomha.y, seriously 

handicapiied in the administralion of their own finances. AVe append, and shall allude to them 
hereafter some li<nires whi(di indicale that several of the provinces, and Bombay in particular, 
may look' for reasonable elasticity in their revenues apart from the income-tax—an elasticity 
which will ill most cases he encouraged by judicious capital outlay. 


Percentage of growth in 


the last, 8 year.s (1912-13 to Budget 1920-21) under the proposed 
provincial heads'. 
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8. 'rhe case of General St 


amps is somewhat dilfereiit. AVe have ajipmached it, iii the 
first instance from the point of view of the poorer provinces. ^ Some of these, it seems clear, 
would start with little or no surplus revenue under the allocation of resources proposed in the 
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rejjort; and Uiis would be both a uijsfortime in itself and at variance with what we believe 
to be i'he intention, if not Ihe implied pimiiise, of the report. T^^o itmiedy suppests itself except 
some extension of the schediiLe of provincial heads; doles and temporary assistance would be 
luconsistcnt with the whole pajlic.y. In this view, and also hccaiiM’ it will preatlv facilitotc 
our initial distrihiilion of the central deficit, wc <idvi.se that (ieiieiol Stani[)s In' itiade a ^irovincial 
head tliroug'lioiit. 1.he arguments in the' lojiurt for credituig; it to the ctMitral government have 
not the same torce as in the case of fneome-tax. We are not disposed to see prave disadvantage 
in diiieroiit rates of stamp duty in different proviriees, at least on some of the transactions for 
which duty has to be paid ; and any iinifoi'inity which may be decided to be essential can always 
be securi'd by central lepfslatioii. Aloreover, in this jiart of the airanpements there is still the 
taint of a divided head, for (teneral and Judicial Stamjis are controlled by the same agency, 
and there is a good deal ■of miscellaneous work and outlay common to both. To make the whole 
of the Stamp revenue provincial would secure a genuine and complete .sexiaration of resources; 
and we trust that the rea.sons for this course will outweigh the only consideration on the other 
side, to wit the extent to which the deficit in the all-India, budget will thereby be increased. 

It. That deficit we accept, subject to eei-tain arithmetical adjustments described below, as 
amounting' in the year 1921-22 to 10 erore.^, eomjiosed ot the 6 crores jirevionsly estimated b_y 
the (TOvernmeiLl of India jiliix 4 ci'ores for the loss of (Jeneral Stamjis which we jiropose. We 
have earefully examined the basis of this ealeulatioii. Clearly, we liave no authority^ to criticise 
the military and financial policy on whicb it so largely rests; and we liave restricted ourselves 
to a scrutiny of the limlgel arrangements of the Covernmeiit of India, jiast and jireseiil, and of 
the normal growth of their revonne and expendilnre. Factors ot great ’aneertainty,—^the needs 
of India’s defence, her tariff jiolicy and the future of exchange among others,—complicate the 
estimate; lint we are satisfied that tlie (Tovernment of India have niadii reasonable allowunee for 
those considerations in their forecast of the iminediaie faianeial future. On onr tour in the 
jirovinces, il has lieoii pressed up'On ns llial the Oovi'riunent of India ought to meet their own, 
deficit 1.1V sjiecial tiuvation, anil a high proleetive tariff has iTepiioiitly been mentioned to us as 
an easy sclutiou iif the ])rnblem. On this latter qiie.stion we naturally exjiress no oriiniou; hut 
we cannot see that the Government of Indio would have any justification in imposing s|)eeial 
taxation to make good tlieir initial slnirtage of .revenue, at a lime when the shortage in question 
will be more than counterbalauccil by tlie 'additional re.sourees I'.njoyed Iiy local giivernmeuts, 
A.s we have said therefor(.i wo accept tire estiniate of the normal defieil for the first year of the 
new eonstitutiiin. We cnniuit conceal from ouTselves the disadvantages in ordinary cireuin- 
stnnees of a systinii <if provincial coiitriiiutioiis, and we anticljiate that the (.lovernment of fndia 
will direct its financial policy towards reducing tlnise (‘oiitrihiitlons with reasonable inpidity, and 
their iiltiTriale cos,sat ion. W'e j'ecognise that it would he imprudent on the part of the central 
gvivernmeut to give any guarantee of the precise iiaee of reduction; hut we think that a fonnaf 
euuiieiatioii. of ibe general policy would go some way t<i allay apprehensions^vhich hav^ been 
exjiressed to u.s. Such a ivolicy would (dearly he subject to the important 7•eservntioll menlioried 
in the .report, by whiidi the cent[■al^'overrmienl must remain empowei-ed to levy special eontri- 
hulions, by way of temporaiy loan (ir otlu'rwisp. fix.mi the iirovinces in the event of any crisis of 
first imjiortance. 

1 (1. in firriviiig at the figure wliieli has actually lo hi' distrihni.ed over the pipviiK'cs, we 
have had to make certain adinsliiients. One of these is siiecial and local, and we may dispose 
of it at once, on thi> clear understanding tJiat our treatment of the matter is entirely subject 
to the approval ot the Gin'Oi'JinH.'rLt ol' India, it relales to the incidence of the cost of the 
military police force in llurnin. The government of that province, we understand, is discussing 
the point with the Government, of India; and their view, as expressed to u,s, is that 08 jier cent, 
of the expenditure on the force is incurred fur frontier defence and ought to he a deliit to the 
central ]iower. Tlie figures originally iiefore us had suggested a divi.sion of the cost of the 
force e(|ually between the Goveninients of India and Jfurnna; hut the local government now 
pre.s,se.s for more generoirs treatment, and e.slimales that the sliare of the outlay on the military 
police rvhich i.s equitably chargeable to the province is only 17’42 lakhs against the' dTbS ilaklis 
wbicb had been tal:en in an earlier ealciilat.ion. Subject to tlie assent of the Government of 
India, we have ])ro\isionally accepted thi.s view; and we are reducing the jiroviiicial exjK^nditurij 
accordingly, and making- an equivalent addition to the charges, and thus to the deficit, of the 
central government. J’he main adju.stnieiits that have Ijeeii suggested, however, are concerned 
with the pay-ment of pensions. At jiresent the central government is deliited with all civil 
pensions drawn outside India, whether the pensioner has served in the province or in an imperial 
di'partmeui, and no debit is rai.s-ed against the province,s concerned. On the other hand, 
pensioners whoso service ha.s lieen under the (lenti-al government are paid hv the pT'ovince in 
whii li they re,side, which receive.s nothing in reeoujmient. It has heeii sugge.sted that jiensions 
paid outside India ought to bo defiited to the iirovinees wlien they are ]iaid to provincial 
.servants, and simultanemislv that tlie Government of India should relieve the jirovinces by 
paying thoii own pensioners. So far a.s the future is coneemed, the propriety of this change 
i,s heyorid question. Douhl.s, hovvever, occurred to us log-ai’ding existing payments. Exchange 
eompUcations and difficulties of exact alloeatiou ititerfere witfi precision; wliile other and more 
general considerations point on the whole fo the advisability of retaining- on the hooks of the 
central and firovincinl governments respoetively the pensions for which thev are at jiresent 
resjmiisihle. We advise, flierefnrei, that the readjustment of debits shO'Ulld fake place only for 
pensions .sanctioned on or after tlie l.st Ajiril. 1921, and th.at pensions drawn before that date 
should he allorved to work themselves off on the jiresent footing; this arTangenient being 
definitelv made a feature in the new financial settlement. We mav note ineidSntally, with 
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rofeieiice to a point raised by the Punjab, that provinces have, no claim on any annuity fund 
in lespect of those members of the Indian Oivil Service from whosc‘ pay a 4 j^er cent, deduction 
has until recently luam made under the general rules in the Civil Service liegulations. There 
is in fact no annuity fund iit such cases, and the deduction has simply lapsed to provincial 
rcvetnu's, Tlu', result of our recoimnendatious in this matter is that it fioes not necessitate any 
immediate change in the all-Tndia deficit; the net growth of their pension liabilities in future 
is a relatively sTiiall matter for whicli, the provitjces may he loft to make provision without 
s^U'cial assistance. TTie last adjustment to he made is on aeconnt of leave allowances drawn 
outside India,. Those are paid at present iti the same way as pensions drawn outside India; 
it) future they oug-ht certainly to he debited to the provinces concerned. The normal liability 
on this account can ajiiiroximatdly he calculated, and the Secroiary of State, has given us a 
fig-mo of £411,000 for the nine provinces affected by our enquiry. We have (.‘onvorted this at 
two shillings to the rupee, distributed the liability among the provinces, and snhtracied -‘IITO 
lakhs from the Imperial charge,s and deficit. The latter thus w'ork.s out to 10 mores phis 14'IG 
lakhs for the Puraia Military Police iirhitis -IPTO lakhs for leave allowances ; or O.ST'Ofi lakhs net. 

Chapter III—The initial contributions. 


11. AVe can norv proceed to fix tho ratio in wTuch each of the nine pro\'nic(!S slioiild con¬ 
tribute to this figur-e off),8:! lakhs in the year 1921-22. It will clear the groiuid to state at the 
outset a, liirn.ting' consideration bv wdiich we have leU. ours(.dves bound. This i,s an obligation to 
Ica-^’c each ])rovinc.e with a reasonable working surplus,— a surplus whidi wc should prelcr to 
calculate, so far as iiossilile, with sooio relaliou to the general financial position o.t the province 
and tlie more imminent daims n])on its I'ese.nrees. h'lom the prdnninary eTiqinry conducted at 
Simla in Oe.toher last, it is apparent that in certain provinces no surjilus at all, and in othoi'S 
no adequate surplus, •would have lieen jiossihle without proviueialisation ol the revenue from 
rrelieral Stamps; and oui' task •a’ould thus in our judgment lune been fntilo. Ijooked at some¬ 
what dilTerently, tho limit wo luvve imposed on ourselves i.s that in no case may a coritrihution 
he su(,di as would force tlie itrovinco to embark on now taxation ml hoe, -nhicli to our minds would 
he an untliinkahlc ,s('(|ucl to a purely administrative rearrangement of aluimlant general^ re¬ 
sources. Tin's limit, liowever, obvious as it is, makes it inevitable that the initial contrihution.s 
.should he in .some measure arliitrary, dielatcd by the exi.siing financial position of each iiroyince 
and not by any equitable .standard such as its ca,pacitv to pay. AVhatover standard ratio of 
contributions we might ad vi.s<>,—a ml a siih.sequmP cliapter will narrate our proposals in that 
direetion,—it would li.ave, were it to he ap|)lied immediately, the effect of starting some provinces 
<)n tlmir new career with a deficit, and we have, thus to accept some measure of transition. 

12. AVe lia W now to explain our reasons for .sugge.sting a departure i rom tho basis of initial 
coiiti'niution proposed in the Moulag’u-Olielmslord report. A\ e are a'^vare that that liasi.s wa.s jiot 
lightly adopted, and only after consideration of various al^naiatixe bases,—population, jirovin- 
cial revenue or oxjieuditure, and tho like—whie.li for one reason or another were thought inapplic¬ 
able to exi.sting condition'^ 'The hasi.s of realised surplus was finally accepted jiartly because 
of the difficulty of finding a prelerahle alternative, partly hecau.se at all events it did not add to, 
thougli it Cimtinued, existing disiiarities of eontrihution. Tliat it has been freely criticised in 
evidence before us as inequitable is certainly not fatal to it; for, indeed, every initial Viasis that 
can be suggested is open to some siu h criticism. But examination has revealed some object ions 
to it whicli weigh with ns. 

14. Obviously if any inequalities of eontrihution exist, the hasi.s chosen tend.s. to stereotype 
tliem, vvliile hv disclo.sing tiieiu it. I'ender.s them more difficult to justiiy; ioi' each province is now 
able to .SCO more clearly than under Ihc forme.r system its relative contribution, to tlie purse ot 
the Governmeut ot India. AA^hile actual deficits ap]iear, as lias been said, in some provinces, 
others complain that Iheir aqiparent snrjdus, if rightly undcrstooil, masks a real deficit. The 
jirospcctot arriving at any accepted figures a,s a basis apipcars remote. VVliile the figures ot the 
Simla conference as to normal provincial rovoune arc accojited with minor modification.s of detail, 
the estimates of miniial expenditure in each province are strongly contested. How much of the 
expenditure held over dui'ing tlie war, or clearly imniinent if not ali eady sanctioned, ought to he 
included in the calculation of norma'l expenditure? AVhere is the dividing liriei to he drawn 
between exjionditui-i' essential in the immediate future and expenditure foreseen a.s a future 
iiommitinen t ? Ought a jirovince to he penalised by an increase ol its contribution for strict 
adhesion to economy during the war, while another province, which had increased its expendityire 
more freely, is rewarded liy a reduced contrilmtion ? Is adequate allovvauice made for the special 
conditions of a hirgelT,^ nndpve]o"jH'd jii’ovince like Bunna, oi lor the cireumstariees of a recently 
pstahlislTcd province like Bihar and Oris.s-n, wliich claiin.s that it has riever received fiom its .stai-t 
resources adeipiate to its needs? No satisfactory rosult seomed likely to he reached by our 
attempting to act as a court ot apji-cal in contentions of tliis kind. Aloreover the artificial and 
lonqiorarv-"nature ot tlie basis cannot he overlooked. It is too much determined by mere acci¬ 
dents of budgeting in spite of attempts to clear away abnormalities of exjienditure. ftiit evefi 
if a. normal s-urplus can he agreed at the rnmnent., it tends to-be obscured or to' disappear in the 
budgets of succeeding years. How could a. contribution ho levied in later years on the ha.sis 
of srsn-i'nllcd normal surplus which did d-o-uhtles.s once exist and might he said to he imiilied 
in tlie economic life of th(> iiroviiice, Imt. which in fact had disappeared to he replaced by a 
totallv different .surplus or perhaps by a deficit? 'Phe best argument for the basis of realised 
surplus wa.s ithat, when originally rerommended, if did reoogni.se existing facts, that it appeared 
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to leave all the provinces colh“ctively with iinproved hnaiices and eacli individual province with 
a surjdus, and that it proceeded upon the principle of croating^ the mininiuin oi financial dis¬ 
turbance in introducing the Ke/ornis sclienie. 

14. Hut the.sc advaiiUige.-, can bo stciircd by another solution^ which al’t<u' careful considera¬ 
tion we think is h^ss open to quo.stioii. it must be noted that even it the original classification 
ot sources of revenue in tlio Montagu-(,'heiin.sford report is strictly adhered to, each one of the 
pro\ i rices gains soinothing in revenue, whih' some gain very substantially, in consequence of the 
in I roilucfiuii of the lleform.s scheme. If our recominendation as to General Stamps is accepted, 
lire net increase in. the total income of all fli.e provinces taken togellier woi'ks out at 18,50' lakiis. 
Tliese additional re.sourcos ro[)reseiit what the central govci'iiinent loses and tire provinces gain 
under' the rcdistribidbin. Some part ot tliem the former may reasouabl_y retain and lire lattc^ 
foii'go, so long as ''(uitributioiis to tlte central government reinalii necessary. Jiven those 
pros lin es wjiich. were found at the Simla conference to be in defhrit .secure some inijirovernent 
in their revenues under the original (dassificatioii, an iiujmivoment, which will ot course be 
incri'ased 1)^\- '.Ire addition oi General Siaiiips. It has been urged u]ion ns that this increased 
spending power will in tact be swall(.nved up by the higher cost of administration, by improve- 
nient ot old .sei'viccs, or by inauguration of new. At this stage, however, we are considering 
nu'i'cly the, revenue .side of the account. These future liabilities would have had to be faced 
by each province, if no Iteforms scheme had come. Each province is ihc bettei- able to face 
t Ik ’III l'.y reason of the additional resoui'ces it has .secured. There is the advantage that the 
figures ot norniirl lor.enue laid ilowti at the Simla coutereiice, have been submitted to local 
gn\run merits, and witli minor amendments, wliich we liave been able to accept, are agreeil ns 
n i‘i tlimeticallv cnrroci. We ]ir-opose, suliject to the limiling considera tion I'cferred to in 
liai'agraph 11, in assess th<' initial contributions on this increase of spending power in tlie 
lU'ovinccs. Tire jiroposnl has the merit of proceeding on the lines of minimum distui-hance nf 
the liiiancial position in each proviiieo. It will enable u.s to comply witli the I'equirements ot 
leaving each province with a surplus, and of inangurating the new Oouneils without the 
necessity of resort to fresh taxation. 

15. It is ot imjKirtance to riailise the natui’e of this transaciiori. In the first place it 
mifrlir's no j'udgment on the merit.; of ])re\ ions financial settlements willi any province. The 
iiici'euse in revenues entnes to the provinces as a windfall, or as a bye-pi'odnet of a constitutional 
cluuige, Tt is not due, as financial settlements liave. been in the ])ast, to coinsideration of the 
financial needs of individual [ii'oviucos. Tt cannot jtroperly be quoted as an admission of 
financial ine(|ualiti('s or as an act of lardy justice lo the jirovinces ihat gain by it. Clearly' 
it has come about from political and not iirimarily from financial motives. Tt originates in 
the desire to secure a greater' measure of devolut.ion in tire jirovinees, and in the endeavoii'# 
to draw for this ])ur[)ose a defensible line of finam ial partilinri betwi'cn Incal^overnments aaid 
the Gnvernnient of Tndia. While we consider that a windfall of this nature affords a sifitable 
basis for initial contributions by the ])rovinces, it is not surjrrisirig to fir d that its application 
r' 0 (|uires some modifications in viewof indivdual circumstances. 

Scc.oridly, on this basis the .system of contrilmtioms a;iiiear,s *n a les.s invidious light. 
The central government in the course of a jiolitieal reconstruction gives to each of the 
local governments some, and to some local gov'crnments a very considerable, ^ncrea.se of 
spending jiowei-. Finding itself in a deficit as tlie result of this roconslvuctioa, it withholds 
from each proviuci' a certain pro|)Ortion of the increa.sed resources ■.vliioh it is intended 
that the irrovincc > 110111(1 eventually ohtain. The cenlral government does not come in as 
raiding the hard-won surplus ot a province: nor ought the central govei'nment to be 
represented, if our projiosal be accejited, as tlie jiensioner ot tire pvnviiKes. Tt can liardly be 
contended that a province, •wbich lias at all events decidedly impro^'ed its .finances as a 
result ot lire cbaiige, lias valid ground of complaint, if it does not obtain immediately the 
full iircreuiont which it inav subse(|uen(ly realise. Tu the eases of the jrroN'irices that gain most, 
it would liardly he possible tor any sucli ]iroviiiee to spend in the first year the whole of its 
suddenly increased resources; and if it were possible, it would be financially nndesira.ble. We 
think thm-efore that tliis basis affords less scojie for controversy and mav lie acce|i'ted as both 
more logical and moie equitable than the plan of the Montagu-Chelmsfcrd report. 

16. A detailed calculation (of which copies are being handed to the Government ot India) 
has a,ccordingly been mndo, to a.scertarn the net additional revenues with which each province 
will be endowed by the new allocation of the resource.s. Starting on the assumption thak 
our jiroposal about General Stamps will be adopted, we have worked on the figure.s of normal 
iiicmim which were acci-qiied at the Simla conference and on figures similarly accepted when 
wo came lo labuhite lli(> cK]icnditure wtiicb, will be transferred to and from tlie provinces. We 
took the calculations with us on tour, discussed them with the officials of each -province, 
ami made several corveclions at their instance. The figures of increased spending power on 
wliieli we ultimately ai-ted may be reg-arded as agreed figures, r'ertnin provinces urged that 
I hi",- al t' unduly favourable to our argume-nt. as the great rise tin's year in the income-tax 
receipts means a corresiiondingly greater loss lo local governments when they cea.se to enjoy 
a share of those recoiots. Precision liowever clearlv demands that all our standards should be 
based on figures for thc' .same year; and Ibere would be iio advantage in elnliorating a serins 
of normal statistics diffm'cnt from those wliieb were specifieallv preinired to assist us in our 
enouiry. 'We were also pressed to make allowauees for scliomes of future expenditure to 
whicli speeial iuqiortance was .nttnclied; but to this we liave been unable to acrede, a.s it is 
nqj our task to make budget forecasts. 
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17. Having- arrived in the manner indicated at the extra spending power which 
will accrue to each province, we first considered the possibility of securing the all-India 
deficit liy an even rate on all the provincial figures. So far-reaching, however, is the disparity 
in .the financial strength of the provinces that even this apparently equitable arrangement 
would in some cases have caused hardshii). 'J’he extreme case' would he that of a province 
which has been depending largely on doles Irom the central exchequer; a:id difficulty arises 
wherever the provinvial revenues are so pinched that the new resources have had to be 
seriously discounltsl to provide for the normal expenditure. We have therefore had to 
consider eanli imovince on its merits, relying both on the abundant statistical information 
wliich was placed at our disposal and on the insight which we gained into the general situation 
by our local consultations w'ith the best expert opinion. Our recommendations may he con¬ 
veniently set out in the following statement, which explains itself when read with the succeeding 
paragraphs:— 


[In lakhs.] 


Province. 

Increased spending 
power under new 
distribution of 
revenue. 

Contributions as 
recommended 
by the 
Committee. 

Increased spending 
power left after 
contributioriR 
are paid. 

Madras ... 



.1,76 

3,48 

2,28 

Bombay... 



93 

50 

37 

Bengal ... 



1,04 

63 

41 

United Proviiice.s 



3,97 

2,40 

1,57 

Punjab ... . 



2,89 

1,75 

1,14 

Burmii ... 



2,46 

64 

1,82 

Biliai- and Oriaaa 



.'ll 

Nil 

51 

Central Provinces 



62 

22 

30 

Assam. 



42 

15 

27 




18,50 

9,83 

8,07 

* 


18. The ])rovin(^es which caused us most anxiety were Burma and Bihar and Oiissa. 
In the lormer the coming improvement in its revenues has been largely discounted by the 
lieavy commitments necessary to give Burma the reasonalde administrative conveuietice.s vnImcIi 
it now lacks. The province, a.s we have satisfied onrsolve.s, i.s far behind India proper in wliat 
its government does ior the people. Profits flowing from the riec (-ontred scheme, and a wise 
outlay oi' boi'i'owed capital, should enable rapid progress now to be made; l)ut the heavy 
recur^-ing expeiiffilure wliich development entails will be more imminent tlian tlie new income 
w'hich it will yit'ld. Wo- are oouvinced Ihut a \e\y suhstuntial shaie of the surplus revenues 
of tills pros inee sliould be lel't tree, and niir cali-uiatlons l^ve led us (o fix on them only aliout 
61 })er cent, of lire total (U'fg'it; this happens, as will be si'cn bch.,>w, to equal what we determine 
a,s l lic sia iidai-d ratio ol coniribul ion. In Bilinr and Orissa the local government is (jnite tlie 
pooT’est in India, and \ery special skill will be reipiired in develo]iing its resources. Heavy 
initial ex]ieiiditure lies in front of what is still a new in-ovince; and there is a wholly ahnormal 
w'nnt of elasticitv about its revenues. We cannot advise tluil any shave of the deficit should 
be taken I'rom Biliar and Orissa in 1921-22; and we expect that the iiroriiice will lie sufficiently 
burdened by having to work up to its standard ratio of contribution in the snme jieriod as 
the rest of India, 

19. The two provinces which come next in difficuHy are tbe-Cenfral Provinces and Assam. 
They have a small margin at tlie best of times, and their need for development is great. The 
toriuer has a more rapidly expanding revenue than the latter, hut on the otliei- hand its finances 
are more liable to disfui'hance by famine. On the whole wo do not feel tliat it would be just 
to n.sk more tliini jouglily 40 jier cent, of Ibcii- windfall in bollt eases, and we bar-e based our 
roconnnondations accordingly. 


20. The special ti-eatnienf ol these four provinces left us with 882 lakhs to allocate aiiiotio- 
their fi^•e richer nciglihouis; and this sum would bo secured bv a fiat rate of about GO per cent 
on tlieir new revenues. After the most cnreful serntinv of {iLoir various peculiarities we see 
no marked iieressiiy ior drtterential treatment infer s-c. In Madras and the United Pixivinces 
the wmdtall is so vast Unit it could uoi- be eiiqdoyed ](rotilahlv for several years. On the other 
hand iheir revenues do not promise any remarkable elasticity, ecoiiomv has been .stricilv 
practised, and eonsiderahle arrears of administrative progi-ess are now due.' In the Punjab also 
the wiiiflfall is large and balanees are full, while here the revenues move upwards witirmaihed 
ease, Tim position is Less simple, for diverse reasons, in Bomhav and Beim-nl The former 
.has attained a scale of expenditure far above (he Indian average; and the once of expansion 
of its revenues is distinctly higher than in anv other Droviiu-e. We believe that it could 
without inciiiivenieiice lorego the greater part of its new resources at the outset and help the less 
fortnnate provinces Irom its own abundant lialauces. But we hesitate to differontiate it 
pre,|iidicially from ilie other richer provinces. Bengal, on tlie other hand, has a low scale 
of expenditure and an luelastic revenue; and it will receive oiilv a verv moderate start in its 
new financial career. But its size, inirinsie wealth, and general economic possibilities prevented 
ns from treating it more favourably than the other provinces in this category. 
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21. On a H'aiieral \iinv ol' (he table the heavy toiitTlbuiions of Madia.s, tlio TJjiit-ed 
I’niviiH.'es, and the t’unjal) doubtless call for eoiiijueiit. Ihdweeu iheiii those threo piovinces 
liavi? to be;’ii' dhf, 21.1, aad IH per ceat. re.^peetiv(dy of flie total initial (•,ontTil)ation, iiiaking 
78 pcM' eeut. of Itie wdiole. ( on.vei'seJy the light assessiiieuls of lleugal and lioiubay, coatributiug 
6 i and 5-j per eeut, resiioetively of the levy, will be noticed. But the c1iarard,er of the trans¬ 
action as described above must be l>orne in niind. If tlie contribution represented some new 
and additional burden exiriuded fi'oin the wealth of the provinces, ohjcetion niigiit fairly be 
taken. But it really 'aniouiits to the requirement that. Madras is (•ailed ujiou to ('(nifent itself 
in the initial year with an inijU’oveinent in its revenue of 228 lakhs instead of a possible 
maxinunn of oTO; the United Broviuces with on inipfovenient of 157 laldis instead of a jjo.^sihln 
397', and the Punjab with an i nip ro vein out of 114 laklis imsfead of a possible 289. The weight 
of lh(^ conti'ilnilion by the provinee.s is the best index to tiie ainounl of their gains, t)otli 
immediate and, a,s will be s(!en, eventual under 'the new financial scheme. .fust because 
immediately they ai'e substantial gainers, they can l)e.st 'afford (o postpone the full enjoyment 
of their nltinpite advantages. 

22. If on the other baud it is nrgi'd that some lU'ovinces. Btuigal and Bombay for 
instance, e.scape too lightly undei* this assessment, the amswer is twofold. In the first phico they 
ai'B light gainers in the new <1 isti ibut ion of reveinies, Bengal having a gj'oss gain of 104 lakhs 
and Boitibay of 93 Secondly, we have not overlooked the claim o( certain pioviuces to 
exemption from the levy in virtue of their indirect contributiou.s thiongh cmstoins and Inc.ome 
Tax to the Govemnient of India. While this claiju is often over-stated and exaggerated, we 
recogni.se that provinces with commercial caiiitals such as Calcutta 'and Bombay make larger 
contributions through these chaiuiels than purely agricultural ju’ovinces; and it will be noticed 
that those provinces where ])aymcnt to the Government ol India thi'ongh customs and income-tax 
is pi'esumahly highest, make a liglit ('ontribntion to the provincial levy. 


Chapter IV.—The Standard Contributions. 

23. Our reconimendation as to the ralio on whieli the i>rovinces can jiroperly lie called upon 
to ooiitribut(‘ to tlie deficit of ttie Govennuent of India in the first year of (.•outrilmtion (jiara- 
graplv 17 above! is based, as already stated, uiwin con.sideration of their pi'esent financial iiositious 
and of the innnediaif* inqiroi enienf wliich will be a.tfected there by the re-distribution of revemies 
under Ihe lleforms scheme. I’liis I'atio is not intended in any manner to represmjl. the idt'ul 
seale on whleh the provinces should in equity be called upon to contribute; nor is it jiossible 
that it should do so. In making our recommendation as to the initial coiitrihutions we have 
had to ennsider established jirogrammes of taxation and t'xpemliture. am^h'gislative and 
administrative expectations and liabits, that cannot witliout serious niiseli.ief be suiWenly 
adjusted to a new and more equitable ratio <>f eoutvibution widely differtuit (as an equitable 
ratio must admittedly be) from (haWf the pa.st. It i.s aia'oi’dingly ine\-ital)le, if smdi mischief 
is to be avoided, that the i'ati<>^)r initial conlrilnitious should bearJiMle rclata’on to that which 
would be ideally equitable. But an initial ratio of this nature can only be did'ended as a 
measure of traiisitiou. It is necessary, but, it is jieee.ssnry only in order to give Ume to the 
I)rovinees to adju.«t their budgets to a new state of alfairs; and we are clefirly of opinion that 
no seheine of eoiilribution can be satisfactoiw that does not. provide for a more equitable dis¬ 
tribution of the burden of the deficit witliiu a ]-ea.sonabl(! time. 

24. The ideal liasis for such an equitable distribution can be .stated with .some certainty. 
To do equity between the provinee.s it is tie(fe.s.sary that the total contribution of (saeli to the 
purse of the Goverumeiit of Mndia should lie ])roportioua(e to its capacity to contribute. 
IJnfortimntely, the application of this j)riu(-i])le iu practice i)re.sent.s many difficnilties. 

25. The total contribution of a provimje to the })ui‘se of tlie Government of India will 
(ionsi.st in future of its direct contribution towards the deficit, together with is indirect con¬ 
tribution (as at ])resent) tlirongli the (‘.Inmnels of custonis, income-tax, duties on salt, &c. 
Evaluation of the amount of thi.s indirect contribution iiivolve.s an exact arithmetrical 
calculation of tlie ])TO]Kirti()u of the total sum collected under each of these heads ot revenue 
which is properly attributahle to each province. For such a calculation the statistiiml in¬ 
formation available as to tlie distribution ot the revenue between the provinces is not adequate. 
TTnder the head of customs, the locality in which dutiable articles are consumed cannot be trace 
with, sufficient accuracy; under that of income-tax, questions of the utmost complexity arise ms 
to ihe true local soui'ce of the, income assesscnl,—(iiiestioiis whieli the inlorniatjon in the banns 
of the assessing officers does not enable them to an.swer. We have, nevertheless, carried our 
investigation into thi.s matter as far as available information permits, and by means of an 
examination of the stafisties eoneerniiig the distribution of articles which liave paid (■uslmris 
duty, and of those concerning the place of collection of income-tax, together with a review of 
the 111 ore general circumstances of the economic life of the provinc-es. we have found if possible, 
to arrive at an estimate of the weight which should be given, in fixing' tbe liusis for equitable 
contributions by the provinee.s, to their indirect contrihutions. 

26 Turning to the other circumstaiiee.s which must be considered in fixing the ideal basis 
for an equitable!' distribution—the capacities of the provinee.s to contribute—we find practical 
difficulties no less great in the exact arithmetrical calculation of th(> quantities iimdved. The 
capacity of a province to contrihute i.s its taxable cajiaeity, which is the sum of,the incomes 
of its taxpayers, or the average income of its taxpayers multiplied by their number. In this 
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couiioctioii also tJie statistical information available does not permit of any direct evaluation, 
inquiries of nuicli interest liave been made at various tinie.s with a view to calculating the 
wealtli of tbe respective I'l'ovinces, or the average ineonie of tlieir re.spcctive inbabitants, and 
the restilts jirovnle much useful information; but in tbe absence of any general assessment of 
incomes, and of any census of production, they cannot be considered reliable as a direct 
estimate, of the quantities concerned. In tlie' absence of any .such direct estimate, 
various circumstances have been suggested to us as capable of serving, taken sepaialeiy or 
together, as an indirect measure of the relative taxable eaiiacities of flie |)rovinccs. Amongst 
these nnry be montioued gross population; urban and rural, or iiidustriul and' agricultural 
population; cultivated area; provincfal revenue, or pi-ovineial expenditure; amount of im-.ome- 
tax collected; and, more indirect, amount of satit or of foreign textile goods consumed in each 
province, ^is measures ol comparison all tlio.se ai’c open to obvious criticisms, Imtli on 
tlieoi'otinul and on practical grounds. We are of opinion, however, that some of tlieni are 
not without their value as a substitute for the direct information wbicb is not availaliic and 
they have indeed a.ssisted us in coming to a general conclusion as to ilic ladative taxalile 
capacities of the provinces. But we are also of opinion that none them is caqiahle of serving, 
either alone or in conjuiietioii with, others, as an accurate or even an approximate ariili^metical 
measure of those capacities. 

27. For the reasons given we believe it to be usele.s.s to attempt to state a formula, to serve 
as a basis for a staudar'd ratio of eo-ntribiilions, capable of automatic n]>p1ication from year to 
year by reference to ascortained .statistics. Altbougli tlie formula could la; stated, the statistics 
which would lie needed for its application are not available. But we are able, after surveying 
sindi figmi'es as ai'e available and after (dose inquiry into the cii'cumstances of each yrrovince, io 
recommend a fixed ratio of coiitriliutions which in our opinion represents a standard and equit¬ 
able distribution of tlie burden of any deficit. In arriving at this ratio we have taken inlo 
ennsideraiion the indirect contributions of the provinces to the purse of the Governmiuit of 
India, and in iiarlicular the incidence of cnstom.s dutie.s and of income tax, AVe liave inquired 
into the relative taxable eapaidties of tbe provinces, in the light of tlieir agricultural and 
industrial wealth and of all other relevant incidents of their ('couomic positions, including 
jiarticularly their liahility to famine. It sliniild be observed tliat wo liar-e considered their 
taxable (aipacilies not only as tliey are al tbe pi’eseiit time, or us. they will bo in the immediate 
ftiture, but from tlie point of view nbso of tbe eaiiacity of eaeb provinee for exjiansion arid 
development agriculturally and industrially, and in resjieid of imperti'ctly developed assets 
such as minerals and foiesf.s. W^o have allsO' givmn consideration to the elasticity of the existing 
beads of revenue wbieli will be seenred to each jvrovince, and io tlie alailability of if.s wealth 
for taxation, .\fter ostininting, to tbe best of our ability, the neiglil vdu'idi should be giien 
.0 each of these eircunistances, we reeonnneiid the following fixed ratio as ropresenting an 
equitahle basis f#r the relative eontribulions of the ])rovinees to the deficit. 

StnIIliftr/l Con fm hnti/iiis. 

Pinriiicff Pcrrenl. (■oiilrllin- 

tion io dp/irif. 

Madras ... ... ... ... ... ... ... ... 17 

Bombay ... ... ... ... ... ... ... IM 

Bengal ... ... ... ... ... • • ... ... It) 

Fnited l'ro’sinee.< ... ... ... ... ... 18 

Funial) .. ... ... ... ... ... !) 

llui'ma ... ... ... ... ... ... ... fit 

Bihar and Orissa ... ... ... ... ... ... ... 10 

Central Provinces ... ••• 0 

Assam ... ... ... ... .■• ■■■ ■■■ 21 

100 j)er cent. 

28. d’his in our opinion is the. ratio which the piroviiices should in 0 (|uity he called ujani to 
eonlribute after an intei'val of time suffiideut to enable thiuu to adjust tlieir budgets Io tile new 
condiiiims, W'e iurther I'ecommend that (die inteival allowed for adjustment sliould not be 
unduly prolonged, d'lie initial ratio wbiidi we have pro]ioscd is a practical nee.essily, but the 
ju'ovinoes wh.iidi will be called upon to pay tliereunder more than they should pay in equity, 
•ought not to he roquired io bear tliaf burden for a longer period or to a greater ('xtenl than 

is requiri'd l.o pre\ent dislocation of the provincial budgets. We pro]iose, tlierefoi-e, that 
coutriluitions should be made on tbe staiidard ratio to any ileficii that tliero may lie in the 
seventh year of emit ribniion, and tbnl the |ii'oee.ss of (I'aiisition from the initial to th(' standard 
ratio should lie emiI iiiumis, beginning in tbe second year of eonti'ibution, and jiroceeding in six 
einial iniiiinil sbqi^, 'I’lie J'ollowiiig table .shows tbe initial, intermediate, and ultimate, ralios 
of eont ribul iou for the seven years, in aeeordanee witli our recommedations. ddie initial 
ratio is the rate pereeiil, of the actual initial eontrihutions reconiniended in paragrapli 17 above 
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Per cent, seven consecutive years, beginning with the first year 

'^'contribution {rounded off to even halves). 



1 1st year. 

2iid year. 

year. 

4fch year. 

6th year. 

6th year. 

7th year 

Madras 

.S51 

.'124 

2i)i 

264 

23 

20 

17 

Bombay . 


7 

8 

94 

lO-i 

12 

13 

Bengal . 


84 

104 

124 

1.6 

i; 

19 

United Provinces ... 

... , 245 

234 

224 

21 

20 

19 

18 

Punjab . 

. . ... ; 18, 

164 

(.6 

1.34 

12 

104 

9 

Burma 

... 1 64 

64 

64 

64 

64 

64 

64 

Bihar and Orissa 

. ... /lil 

14 

3 

. ^5 

7 

84 

10 

Central Provinces ... 

2 

24 

3 

34 

4 

44 

,6 

Assam 

14 

14 

2 

2 

2 

G 

24 


• i 100% 

100% 

100% 

100% 

100% 

100% 

100% 


2d, [t should be observed tbut, il the Government of liidia fullil their annouiicid intention 
of gradually wiping out their defioit, f-gainst any increase in the propoi tion which a province 
will lie called upon to coTitribute from year to year, there will be set off a reduction in the 
total to be contributed. 

(iO. The scheme ot contribution that we recommend above comjdies we believe with the two 
fccssential conditions, that any immetliate dislocation in the provincial budgets must be avoided, 
and that the admitted inequalities cd' the i>roportions in which, in the past, the provinces have 
contributed to the purse of the (iover'ijnent of India, must be rectified within a reasonable time, 
i’lie scheme is subject to the disadvam'^ge that the ratio which we recommend is fixed, and cannot 
hold g'ood for an indefinite period. We are of opinion however that it will do substantial equity 
between the provinces until such a periotl of time has passed as may he required to effect a very 
.suhstaniial oJiange in their relative stattvs of economic developineiit, a change vscarcely to bo 
effected in less than at least a decade. 


Chapter V.—Provincial ’Loan Account. 

ill. Tlie fuluie financing of the Provincial Loan Account js a less conlroversial siihjecl 
than (;/io others that wo hnve had to investigate, ft is commonly agreed tliat it is flie natural 
result of the lleforms scheme that the provinces slioulrl for the fnlure finance tlieir nw» loan 
fransactions, and that joint accounts of this nature hetW'oeAitheili ajid tlie Government of India 
should be wound up as quickly as Possible In our discus^sious ot th is subject witli the provincial 
g’ov ornments we have found Little or no difference of opinion as to .this, and our task has been 
only to ascertain the wishes of the provincial govenimenttf as to the amount of ita account which 
each can take over on April 1st, 1921, and how soon it can take over the rest. 

■12. The Governments of Tiengal, the Pun jab, tlie Central Provinces and Assam signified to 
us their willingnessi to take over the wliole of their respecfiive loan accounts on April 1st, 1921; 
and we recommend that it should be arranged for them to d(:» so. In some cases it was stipulated 
ii,-. n condition llial Ihe provincial government slionld he allo^ved to use for fhe pur]iose any part 
of its ])a]nnce. including fhe earmarked portion. We see no- objection to ti.ie condition, which 
accords with flip intention expressed in paragraph 208 of the Alontagn-Ohelmsford reimrt. 

'33. Ihe Governments of Bombay, the United Pi'ovince.s, Burma, Bihar a?>d Orissa signified 
to us their willingness to take over a portion of their provim ial loan acconbits on April 1st, 
19^1, and the z’emainder in instalments, to cover varying periods. Tue Govcr-l/unent of Madras 
alone, expiossed zinwillingness to take over any part of the acconiit. Evidence was given before 
ns, nowcvci', hy officials of that government to the effect that they would not olqject to do so if 
the tiausfer could ho effected h'y fresh credit arrangements. In view of this ancl of the gi'eat 
iinpioveinent which will be effected in the financial position of 1he province hy the z'ndistrilnition 
of revenues under the Poibrin scheme, we are of opinion (liai. there is no reason zvliy Madras 
slionld form an excejiiion to the general soheme for (he (lansfer of their accounts' which wh 
recommend below for applicaf.ion to tho.se provinces which are prepaied to take over a jzart ^)f 
their accounts fortliAvith. 

34. In the case of those ]irovinees, n.aniely Bombay, the United Provinces, Burim,, Bihar 
and Oris.sa.^aml including, as stated, Madras, we rcoommeud tluit (he Provincial Loan Account 
should he funded. , at a rate of in(eres(:. calculated at the wciglited avei’age of the three rates 
of o.j, 41 aiifl ■)), per rent, now paid on varying- porlions of the account. Whatever portion of 
f le account so fiuided ’ the province is prepared to takeover forthwith should, we recommend, 
be written off against an equal portion of the juxrvincial balance as from April 1st, 1921: ami 
the balance of the “ funded ” account should remain outstanding as a debt from the province 
to the Government ot India, On the ouUtanding balance the province should pay interest at 
(he calculated avei'age rate, and also au annual charge for redcinplion, enough to redeem the 
debt 111 a fixed number of ,yeans, which should not, save in exceptional circiinistances, exceed 
tvv^elve. The jirovinces should fui'ther have the option to make in any ;^ear a larger repayment 
than the fixed redemption charge. 
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^5. The pj'ovirices in question will probably not be in a position to state tlie exact pva- 
2 wrti<in ot their respective accounts which they ai'e prepared to take over, or the exact number 
ot: years that they will require to repay the balance, until their closing’ balances on, April Isi, 
1921,•are more precisely ascertained, and also uitil they know wha, contributions will be required 
■from them. It appears, therefore that these details must be left for determinatiou by future 
neg'oth.tioiis. We are, bowover, of oiiijiron that a luaximunr ireriod «f twelve years is ami)le 
in oiTuu- to eiinl)le any province to clear its account, aiifl thai in some cases the period may with 
adva.ntage lie substantially I'educed. We further eoiisider that the fixing <):f a definite term of 
repaymenl and the provision of an annual charge for redo.inptioa within tint term ave essential 
in order io secure the desired cleai'ing of accounts hotwci n the provincial fpivernments and the 
Government of India. 


Conclusion. 


ilG. iSeveral othei' matters were refeirod to us in I he course ci our enquiry, on wliich a 
recommendation ajiiiearod to ii.s to he outside the .strici scojie of. our reference. \\ e jirojioso, 
howoi'U’, to c.i ’nnTii(.s'ite onr views uiion .some ot them informally to the (.Jovernment of India. 

;57 howeier, we wish to .cxjiress our indehleIness to our secretary, Mr. Dina Nath 

Dutt, matters were ami methodical assistance in our work. AVe have also di'rived veiy gi'cat 
beiiehl for the association with us of Mr. G. G. Sim, C.I.E., whom the Govenummt of India 
attached us as liaison officer. 


(S-^gned) MESTON. 


CHARLES R015ERTS. 
E. HILd'ON YOUNG. 

:31st March, 1920. 



